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be determined on a customer-8pecific basis, because a customer may
not use a monopoly building block, such as switched acces., in
every caae. Baaed on their approach to imputation, Pacific and
GTEC concur that the contract price .hould recover at lea.t the
LRIC for the total .ervice plus the contribution from any monopoly
building block involved in providing the .ervice.

In keeping with our adopted price floor., prices under
the LEC.' contracts lIIU.t equal or exceed the LaIC. (or DEC. if they
are lower) of each rate element of the contract .ervice., and
price. for contracta involving bundled .ervices which include
monopoly building block. lIIU.t meet all of our adopted imputation
te.ta. Obviou.ly, the LEC 1ftU.t have filed rate element LaIC.
before it can file contract••ubject to LaIC price floor•.

We will allow two axception. to our price floor rule .0
that LEC. will have an ability to match in a fair way the offeriDg.
of competitor.. Fir.t, in order to compete, particularly for
large-volume bu.ine•• cu.tomer., Pacific and OTIC may use either
.ervicewide or cu.tomer-~cificLaIC. for .etting c~ntract price
floor.. However, cu.tomer-SPecific LaIC. muat be calculcted on an
appropriate uniform per-unit ba.i. (a..a.., per-foot, per-line). The
LEC mu.t e.tabli.h per-unit LaIC. in a compliance filing .etting
forth the calculation and co.t ba.i. for the unit price. The LEC
may then apply the unit price to the appropriate characteri.tic of
the cu.tomer (a.a., di.tance from central office, number of line.>
to e.tabli.h cu.tomer-.pecific LaIC. for u.. in calculating price
floor. for individual COntract••

Second, Lie. may in appropriate ci~tance. offer an
average rate that may be le.. thaD .ome of the LaIC. of included
rate element., provided that the average rate exce.da the cu.tomer
specific co.t developed by applying either the .ervicewide or the
particular cu.tomer'. pattern of u.e, or profile, to the LaIC. for
each rate element.
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Thia option may be illuatrated with a aimplified example
for DOD. A customer may want a single rate for all daytime DOD,
ana the negotiated rate may be les. than the LRICs for .ome mileage
banas, but greater than the LRICs for others. The contract may be

approved if the LEC can demonstrate that the flat rate exceeds the
weighted average LRIC for the service. The weighted average LRIC
can be developed by multiplying the recorded percentage
distribution of call. to each mileage band by the LRIC for the
mileage band (the .ervicewide profile), or by multiplying the
particular customer's recorded calling patterna to each mileage
band (the customer'. profile) by the corre-.POnding LRIC for the
mileage band.

This calculation may be considerably more complicated if
a cuatomer wants a aingle rate for all DOD calling, since the call
distribution and corre.ponding LRICs would need to be analyzed for
each time period and mileage band and for the fir.t minut. and
additional minutes.

OUr average rate approach re.emble. Pacific'. ARPM
proposal, but it i. much le.a aubject to manipulation by ehe LEC.
The LRIC. for the rate .elements will be filed and will be the aame
for contracta and correaponding tariff .ervice.. To 81IOOth the way
for contracta containing average rate., we will require Pacific and
GTEC to .ubmit, a. part of i1lple..ntation, a cOllPliance filing
containing appropriate servicewide profile information. Thi•
• ervicewide profile information will be updated in aDDual filings.
For DOD ~alling, to continue our example, the LaC .hould .ubmit
information on call diatribution by time of day and mil.age band
for the fir.t minute and additional minute.. If an average rate i8
baaed on the particular cuatomer'. profile, the LEe muat .ubmit
information .ufficient for CACD to verify the cu.tomer profile that
underlies the claimed coat. we delegate to QCD the authority to
develop the detailed requirementa for theae filing•.
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We believe that these options will allow the LlC. to
compete fairly with IEC. while guarding against below-co.t pricing.

LECs other than Pacific and GTEC may also wi.h to execute
contract. to combat bypa.s of their networks. Since they have not
embraced NRF or .ubmitted a NRF implementation rate de.ign, the
other LEC. mu.t .ati.fy the requirements of G.O. '6-A for
contracta, in particular the preapproval requirement for
nongovernmental contract.. Pacific'. LaIC. may .erve a. a proxy
for the other LEC.' LaIC. for the purpo.e of evaluating the
rea.onablene•• of a contract floor price. However, the u•• of
Pacific'. LaIC. i. permitted only if the oth.r LEC provide.
identical .ervice by concurring in Pacific'. comparable tariff
schedule.

3. ...., fic;atiap of omt;rac;t; gpiMli.,

In this rate de.ign proceeding, we will not cOlipletely
revi.e G.O. '6-A or prior deci.ions affecting contract. under Q.O.
'6-A. However,.ome change. to both exi.ting contract guideline.
and G.O. '6-A are n.c••••ry to implement this deci.ion. ,In
particular, the Pha.e I ••ttlement containa contract guidelines
modifying G.O. '6-A. (29 CPOC2d at 390-391.) OUr order today
expand. the li.t of competitive ••rvice. and adopt. contract
procedure. appropriate to a more competitive industry. The
provi.ion. of today'. order -edify and .uper••de any conflicting
provi.ion. in 0 .••-09-05'.

We have already decided two i ••ue. in a way that
conflict~ with and th.refore .uper.ede. the provi.ioaa of
0.88-09-05'. Pir.t, .. permit the LaC. to contract for all
Category II .ervice., including NTS, _TI, and 800 ••rvice.. In
addition, our price floor .tandard requiring imputation of the
tariff rate for monopoly building block. and LaIC. for competitive
component. replace. the prior .tandard of -1MB plus BtJCL- ordered
in 0.88-09-059 for Centrex acce•• line contract. (14..t 3'0).
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In addition to the changes de.cribed above, we adopt the
following change. to G..O. 96-A and the contract guid.line. adopted
in the Pha.e I Deci.ion. To the extent that the.e procedure. are
incon.i.tent with prior d.cision. in this area, the contract
procedures described in tho.e d.cision. ar••uper.ed.d. Th.
following d.ci.ion., among oth.r., may contain p••••g•••uper••ded
by today's order: 0.87-12-027, 0.88-09-0S', 0.90-04-031,

0.90-0S-038, 0.91-01-018, and 0.91-07-010 (rehearing grant.d in
0.91-11-016).

a. -pmaeaal,Ad lIgIptime1- Cimcst'PC'-
P.cific and GTEC propo.. to .mend the contr.cting

procedure to .p.ed up approv.l of contract.. The contract
guideline••dopted a. part of the Pha.e I .ettleaent require •
• howing of "unu.u.l and exception.l" circumatance. and a
Commission re.olution .pproving the contr.ct before • cuatomer
specific contract become. eff.ctive. (29 CPUC2d .t 390-391.)

P.cific and GTBC .ugge.t that the requirement of
unu.ual and exceptional circu..tance. would be .ati.fied py an
a.sertion that -the cu.tomer i. vulnerable to competitive ·.ervice
offering."

Whenever an LEC negoti.te•• CODtr.ct, it. management
pr••umably believe. that without the contract the LEC would lo.e
the. cu.tomer, and con.equently all •••oci.ted revenue and
contribution, to the competition. While the contract rate may
produce lower revenue. than if the LlC provided the .ervice under
the appropri.te t.riff, it pre.uaably will re.ult in gre.ter net
revenue. than lo.ing the customer to the competition. In the
context of expanded competition, an ••••rtion of unusual and
exceptional circu..tance. will .dd little information to our
review. Furthermore, we have adopt.d appropriate price floor. and
imputation te.t. for LlC contract price. to guard .gainst
.ub.idization of competitive offering.. Thu., no good purpo.e i.
served by requiring the LEC to dellOnstrat. -unusual and exceptional
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circumatance." to jU8tify • contract. This requirement of
0.88-09-059 i. eliminated.

b. 'IRT'!t.. Cpptact Prpc;tIC!yrtt

ORA propo.e. an expre.. contract procedure that would
allow contract. with nongovernmental entities to become effective
14 day. after they are filed with the Commi••ion, unle•• rejected
by CACD within that period. Only contract. for category I I
.ervice. would be eligible for this procedure. Although partie.
would have the opportunity to file prote.t. within 10 day., merely
filing a prote.t would not prevent performance UDder the contract

• unless CACD acted on the ba.i. of the prote.t to reject the
contract.

ORA'. propo.al provide. a way for ua to review the
LEC.' contract. for compliance with our policie., and thua to
en.ure that the contract.' rate. are ju.t and rea.onable (PO Coc:Ie
II 451, 454(a», without unduly delaying the effectivene~. of the
contract. Bffective on January 1, 1995, we will authorize the
Bugge.ted expre.. procedure for our review of all nongov.rnmental
contract.56 that include category II ••rvice. at oth.r than the
tariff rate. The expre•• procedure i. appropriate for contract.
that include both cat';gory Ii and III .ervice.,57 and. for
contract. that combine category II or III ••rvice. with category I
service. at the tariff rat•.

The compr••••d .chedule for r.view und.r the expre••
procedure doe. not allow time for u. to reject a propo••d contract
by re.olution. W. th.refor. authorize ekCD to review filed

S6 GOvernmental contract. for category II ..rviee. CODtinue to be
.ubject to the procedure. of D.91-07-010, 40 CPOC 2d 675.

57 Re•• T-15139 (March 24, 1993), .edified by D.93-07-01',
r.lIOveci the preapproval requirement and autborized aubatantial
deviation. from G.O. 9'-A'. requirement. for CODtracta iavolving
exclu.ively category III ••rvic••.
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contracts for compliance with our stated requirements and pricing
and other policies, and, if appropriate, to reject a contract by

letter, which may be transmitted by facsimile. CACC's role in this
review is a ministerial one of ensuring that the contract conforms
to our requirements and policies. CACC's letter rejecting a
contract must clearly atate the reason for the rejection. After
receiving a rejection letter, the LEC may address the points raised
in the letter and refile the contract.

For contracts that present novel issues or that would
require CACD to exercise a degree of judgment inconsistent with its
ministerial role, CACD may' also provi.ionally reject a contract to
prevent the contract from becOllling effective in 106 day., to allow
time for CACD to prepare a re.olution with its recommendation for
our consideration and deci.ion.

The key to the expre.s procedure i. that filed
contracts automatically become effective 106 day. after fi~liDg,

unless CACD act. to reject the contract. This reverse. and i. an
exception to the u.ual treatment of contracts under G.O. ,6-A,
which requires the Commission'. explicit approval before a contract
may take effect.

aecau.e of the limited tiM for revie. under the
expre•• procedure, cODtract. that contain average rate. ju.tified
by weighted average LaIC. ba.ed on the particular custOmer'.
profile (cost. that are pre.umably lower than weighted average
LRICa derived from the .ervicewide profile) will be reviewed under
the ordinary G.O. '6-A procedure., rather than the expre••
procedure.. We recognise that the.e are typically contract. for
highly competitive .ervice., and we will complete our review as
expeditiously a. po••ible. Contract. containing average rate. that
are equal to or above the weighted average LRIC. derived frOll the
aervicewide profile are eligible for the expre•• procedure.

A primary purpo.e of CACD'. revie. i. to verify that
contract price. are not below the appropriate price floor.. Aa a
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further deterrent to below-cost contract pr1c1ng, we adopt a
revision of the penalty adopted in 0.91-07-010, 40 CPUC 2d 675. If
the contract price is le•• than the applicable price floor, we may
require the offending LEC to pay a penalty of $10,000 or twice the
difference between the applicable LRIC and the contract revenue
over the life of the contract, whichever is greater, and a $2,000

fine for each occurrence, to the .tate general fund. If we find
that an LEC i. engaging in a pattern of below-co.t pricing, it.
authority to contract at other than tariff rate. may be au.pended.
(~ at 695-696.>

In addition, if we determine that the contract'.
prices are lower than the appropriate price floor or that included
Category I services are priced at le•• than the tariff rate, we may
invalidate the contract rate, require the contract to be amended to
charge the appropriate rate, and impo.e appropriate Penaltie.; all
of the.e action. may be made retroactive to the effectiv~ date of
the contract.

Aa we recently .tated in another context, we are
determined not to allow our procedure. and proceeding. to be
mi.used by competitors. (Order Instituting Inve.tigation
94-04-004, slip ope at p. 3.) The potential for thi. mi.use rises
a. competition increase., and our .en.itivity to thi. potential
mu.t e.calate correapondingly. The ability to prote.t contract and
tariff filing. carrie. this potential for competitive abu.e, and we
warn competitor. again.t filing prote.t. merely to .eek a
competitive advantage. Any proteat that apPear. to have been filed
to gain a coaapetitive advantage, rather than to infOrll the
Commi••ion of a legitimate i.aue of public concern, will be
di.regarded and aummarily dismia.ed. In addition, only a cuatomer

~who allegea that it i. aimilarly .ituated to the contract cuatomer
and has been denied the contract'a rate. by the LBC may prote.t on
the ground that price. UDder a contract are eli.criminatory in
violation of S 453(a).
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c. Tam of Cggtrac;t

ORA recommends that we limit the term of the.e
contracts to 10 year. or le... Becau.e of the protectiona offerea
by the price floors, ratepayers bear little riak from the••
contract.. In this rapidly changing inauatry, we suspect that few
contracta will have terma approaching ten yeara. More
fundamentally, the parties entering into contracts ahould be free
to negotiate contract lengtha that they believe are appropriate to
their circumatancea. We will not aet a limit on the terma of theae
contracta.

d. TnMiM Rtmgrt.

ORA prOPO.es to require the LEC to file azmual
profitability tracking report., which compare eacb contract'. total
revenue. ana the total incremental coat of .ach product u.ing tbe
Commiasion' a adopted cost methodology. Thi. information ia already
contained in the routine NRF monitoring reporta aubmitte4by
Pacific and GTEC, and no additional report. are nece••ary.

e. Tariffed Wat Af o-tnpt.
In the Phaae I aeciaion, we required the LEe. to

establish a tariff schedule to li.t all contract. entered into a. a
result of the Phase I settlement and D.17-12-027. (29 CPOC2d at
390.) We no longer see a need for a tariffed liating of contract.,
and the li.t may grow rather long a. a re.ult of this deci.ion and
our adoption of the expre•• contract procedure. The LEe. are no
longer required to li.tin their tariff. contract. entered into on
or after the effective date of this decision. The exi.ting tariff
li.t should continue to be maintained for contract. entered into
before the effective date of thia deciaion. ~ the.e contracta
expire, the liat will grow ahorter, and eventually this tariff may
be eliminated.
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f. Public Diselqwyre Beguir 77pt.
Rather than publicly disclose the terma of contract.

a. required by G.O. 9'-A, the LEC. propo.e to shield the customer's
name, contract prices, terma, and condition. from public
di.clo.ure. only broadly aggregated information, such .s total
contract revenue for all u.age services, would be publicly
released. Pacific ha.ten. to add that all contract information
would be available to the Commis.ion, it••taff, and intere.ted
parties under an appropriate nondisclosure agre.ment.

We believe that public di.clo.ure of contract teraaa
i. both legally required and crucial to our goal of relying on
market force., rather than regulation, to re.train any incentive
the LEC. may have to engage in anticowapetitive behavior. '!'he
public availability of contract information i. al.o e••ential if we
are to meet our .tatutory duties to ensure that r.te. are not
eli.criminatory.

(1) Statutory _Ii r 7D1;'

To a great degree, we are r~ired by.statute to
contract terIU the LBC. ask UI to .hield frdlft public
PO Code 1.489 (a) .•t.te., in pertinent part:

The Ce-d.sion .hall, by rule or
order, require every public
utility... to file with the ca.Di"ion
within the ti.. and in the foZ'm .. the
commission de.igriate., and to print
and keep apen to public
inapection, ••••ll ••. contr.ct••••which
in any manner affect or relate to
rates, ... classificatioDl, or .ervice.
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The 8tatute unambiguously requires that eontraeta in any manner
related to ratea and aervice muat be open to public inapection. 58

This requirement alao means that thea. contract. cannot be
submitted in confidence under the proviaion. of S 583, which do not
apply to "matter8 .pecifically required to be open to public
in.pection by thi8 part" (Oiviaion 1, Part 1 of the PO Code), which
include. 5 489. (11& 0.87-05-046, 24 CPOC2d 231, 247-248,
modifying 0.87-03-044, 24 CPOC 2d 46. ~ the Public Recorda Act
(Government Code S 6250 It leg,), which require••tate agencies to
make records "relating to the conduct of the Public'a bu.in.....
open to public in.pection, with limited exception•. )

(2) 'DcnUn""Pt of Q fi-tit;iqD

Apart from the legal require1Mnt., we conclude
that public availability of the terma of contract. will promote
competition. Marketa thrive when the price. that buyer. and
.eller. arrive at are widely known, and suppre••ing pric~

information will lead to le•• efficient market.. In addition, we
que.tion whether conc.aling the pric.. contained in contxact. fil.d
with u. would be effectiv.; we .u8pect that competitor. will be

active and 8ucce••ful in obtaining this information directly from
the cuatomers and from oth.r aourc.a.

(3) Prwnge1• PIl1ayful fricw Dicri,iUt;igp

Making contract information available to the
public will alao a.rve aa a aaf.guard againat unlawful price
diacrimination by the LEC.. A8 we not.d .arlier, contracting with
individual cuatomera at rate. that deviate from tho•• available
under the tariffa rai... the i.aue of wheth.r .uch contract.

58 unaer the atatute'a .,ntax, the utility i. required to keep
it. contract. open to public inspection. If th. contract. are
available for public r.vi.w at the utility'. offic•• , it mak••
little ••n.e not to make them available for .iailar public review
at the Commi••ion'. office•.
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violate the nondiscrimination provisions of S 453(a). Courts
reviewing this issue under statutes similar to S 453 have concluded
that such contracts are permissible if the rate. under the contract
are made available to any similarly situated cu.tomer willing to
meet the contract'. terma. (Stl-Llnd S.ryis•. Ins. y. ICC. 738 F2d
1311, 1317 (D.C. Cir. 1984); MC! Ttl.cgmmuniclti0nl Oorp. y. FCC.
917 F2d 30, 38 (D.C. Cir. 1990}.)

W. will honor the r.quirement that rat.a ~d.r

contracta muat be made available to any .imilarly .ituat.d cu.tomer
willing to abide by the contract'a t.rm.a. In the context of
expanded competition, however, we beli.v. that thia r.quirement
will rarely ne.d to be enforc.d. Rat•• and ••rvic•• und.r
negotiat.d contract. with individual cuatomer. ar. de.igned to meet
the n.ed. of that cu.tomer, and it will be difficult for a
proteating cu.tomer to demonstrate that it ia .uffici.ntly
similarly aitu.ttd to invoke I 453'a nondiacrimination p;oviaiona.
Numeroua characteri.tic. of • p.rticular euatomer--volume, calling
pattern., coat of negotation, .tc.--could be aufficient to
distingui.h one cuatomer from another.

In addition, incr••••d competition .hould make
this re.triction unnece••ary. A cu.tomer who beli.v.~ ~One .l.e
i. getting a better d.al can exert it. bargaining power to try to
get the .ame deal from the utility, or it may defect to •
competitor for the ••rvic.. Competitor••ag.r to incr.a.e th.ir
market .hare should be quick to off.r th. LEC'. pric•• to .imilarly
situated customer.. Becaua. d.viationa from the tariff rat•• will
C08t them r.v.nue., the LaC. bave an inc.ntiv. not to negotiate
contract. unl••• competitive condition. compel it. In this ••ns.,
every cu.tomer who i ••imilarly .ituat.d in t.rms of bargaining
power and competitive condition. will r.ceiv. the aame contract
rate.

But competition can have the .ff.ct of
countering any diacriminatory tr.atment only if pertinent

- 239 -



I.87-11-033 et al. COM/vdl *

information i. widely available. For this additional rea.on, we
favor public disclosure of contracts.

(4) bS.ptiQM

If the parties are fully aware that the terms of
their contracts will be publicly available, we are confident that
they will be able to negotiate agr.ements that do not contain
commercially sensitive information. In the event that reference to
commercially sensitive information i. unavoidable, the LlC may file
a motion in this docket (or in any .ucce••or docket the Commi••ion
de.ignate.) for leave to file the advice letter .ubmdttiDg the
contract with .uch information deleted (the copy of the contract
provided to CACD for it. use mu.t include all informatiOD, without
exception). The motion mu.t clearly demonetrate that the cu.tomer
or the LEC will suffer a sub.tantial busine•• di.advantage if the
information i. publicly available. We will grant .uch lDOtiona only
if we are convinced that our overriding obligation to fur~her the
public intere.t compels .uch a re.ult, and that our general
authority to do all thing. -nece••ary and convenient- in the
exerci.e of our juri.diction (PO COde J 701) i ••ufficient under
the circulUtance. to ju.tify an exception to the clear require.nt.
of I 48'. The contract advice letter vill not be filed unle•• and
until the motion i. granted.. If the motion i. denied. in wbole or
in part, the LEC may file the contract only if the d.eleted. material
is included to conform with the ruling on the motion.

In aclclition, we recognize that 801M contract
cu.tomers may not want their na... to be made publicly available in
connection with specific contract terma. The identity of a
SPecific cu.tomer i. le•• central to our competitive goal. than the
price. of the contract .ervice.. We will bonor cu.tomer.' request.
for privacy and permit utilitie., at the cu.tomer'. reque.t, to
file contract. with the cu.tomerI. name OIlitt.c!. Allowing
utilities to remove cuetomer.' na.... from filed. contract. at the
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cU8tomer'8 reque8t 18 within the authority S 489(4) grants U8 to
8pecify the form of filed contract8.

(5) IprkMperl 1M QWt, D?n=p~.~iqn

CACD will alao need other additional information
to review the contract advice letter, including a network diagram
of the aervice (aee Figure X-1), a liat of services prOVided under
the contract, the price floor and ceiling applicable to each
service, the price for each service, and appropriate cost or other
information supporting the price floor calculation. Por contracts
containing Category II service. with eoDOPOly building blocka, the
information .hould be sufficient to allow CACD to verify that the
contract price. meet all three imputation teat.. The additional
information needed by CACD doe. not fall within the .cope of
5 489'. requirements (except to the extent that it duplicate.
information stated in the contract), and thu. it may be aubmitted
in confidence under PO Code S 583. Partie. other than DRA aau.t
enter into protective agreementa to obtain auch informat10n.

Due to the short ti_ available for review of
contracts filed under the expre•• procedure, competitor.'and other
intereated partie. who have executed appropriate protective
agreements may pre.ent the LEC with a .tanding requeat to be
provided with workpapera and coat documentation when advice letters
.ubmit t ing expre.. procedure contract. are .erved on them. The
LEes ahall honor thea. request•.

g. avm=. 1;9 g.O. II-A

The portion. of G.O. 91-A which govern a utility'S
contracta for .ervice abould be reviaed to be consistent with the
above prOVisions. Tb8 appropriate revisiona to G.O. 'I-A are
atated in AppendiX G.

In D.'3-02-010, we granted AT.T-C'. request to relax
G.O. 96-A'. advice letter requirementa for filing rate revision.
for competitive aervices. It i~not appropriate to graDt the HRF
LECa the .ame flexibility we accorded AT'T-C becauae they are
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regulated differently.S9 Therefore, the NRF LEC. will be governed
by the term8 of G.O. 96-A that are .hown in Appendix G.

4 • COntrast IgdifigtiQU

a. 'iper IIgdifiCAt:im,

In recent re.olution. authorizing telecommunication.
contract., we have allowed contract modificationa that do not
materially change the .ervice. provided under the contract to
become effective on ClCD'. approval. (~, Re•• T-15521 (April 6,
1994), Re•. T-1SS20 (May 25, 1994).) We will continue tbi.
practice for contract. .ubmitted under the expre.. contr.ct
procedure. Becau.e the.e contract. will ordinarily not be the
eubject of a Commi••ion re.olution, we will take the opportunity in
thie order to grant ClCD the authority to .pprove modificationa
that do not materially change the contr.ct•.

In p.rticular, ClCD i. authorized to approve contract
modification. when the modificationa do not reduce the revenue-co.t
ratio of the contract; when the modification. add or .ubetitut.
eervice. from the .ame tariff .ch.dul. that off.r. th. ..rvic••
provided under the original contract; and when th. modiffc.tione..
make other immaterial chang.. that do not violate or change any
Commie.ion decieione Or r ••olutiona.

Any modification. that mat.rially change the ••rvice.
prOVided under the contract mu.t be filed and reviewed UDder the
procedure that would apply if the -edifi.d contr.ct had been newly
propo.ed, 1.&., und.r the eXpre•• contract procedure or by • G.O.
96-A advice letter.

59 AT.T-C ia a _jor cOlipetitor in the IBC market, vb.re•• the
LEC. continue to .njoy lDOnopoly .t.tu. in the bulk of their
enterpri.e.. While AT_T-C ia al.o .ubject to a LRIC pric.
floor, it. propo.al. to incr•••• pric•• for exi.ting ••rvic•• are
not .ubject to pric. ceiling limitation•.
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b. -!neh IQQ"- MpdUiati,PM
After the rate chang•• re.ulting from this deci.ion,

80me customers who now have contract. with the LEC. may find that
the tariff rates for the .ervice. prOVided under the contract are
cheaper than the contract rat... Thi. PO.aibility raiaea the i ••ue
of whether we .hould allow the customer. to terminate or
renegotiate their exi.ting contract. without penalty.

In 0.93-06-032, modified by D.93-06-077, we approved
a .ettlement that allowed Pacific, during a four-month period, to
execute contract. for MTS, WATS, or 800 ..rvice. to deter bypa•• of
the public .witched network. onder the provi.ions of the approved
settlement, cuatomer. entering into the.. contract. would have 120
day. after the implementation date of IJU) (the "rre.b Look" period)
to terminate the contract without any peaaltie. or liabilitie•.
Conaiatent with 0.93-06-032, customer. with the.e "Fre.h Look"
contracts may terminate their contract. after implementation
without penalty.

On the other band, we fiDeS no cClllP8l1ing rea.on to
excu.e other cu.tomer. who negotiated contract. from -abiCJing by the
terms of their contract.. The.e contract. were freely negotiated
by commercially sophieticated partie., uaually for the .ole purpo.e
of obtaining aervice at le.. than tbe tariff rate that would
otherwi.e apply. The.e partie. could have reduced. the. ri.k that
tariff rate. would later be lower than the contract rate by

negotiating a .hort contract te~ or by including explicit
renegotiation or termination provi.ions. They entered into the.e
contracta on the baai. of· their bu.ine.. judgaent that they would
receive lower rate. overall under the contract. The fact that the
judgment may turn out to be wrong i. an ordinary ri.k inherent to
businea. or any other human endeavor.

Thua, we will apply tbe principle that partie. ahould
honor the terma of their contract.. We will not allow a "rre.h
Look" for any contract. other than tho.e conteliplatecS in
0.93-06-032. The LEC. remain free to renegotiate the•• contract.
if they choo.e, but we will not account for any .uch renegotiationa
in the revenue rebalancing.
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